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ABSTRACT
Yan, Wuguang. M.S., Department of Economics, Social and Applied 
Economics, Wright State University, 1996. Economic growth performance of 
selected countries.
This paper reviews economic growth theories and studies the East - Asian 
economic growth characteristics. The descriptive analysis shows that the high 
performance Asian Economies(the HPAEs) have been expericing continued 
rapid per capita income growth for over two decades. They have enjoyed the 
high savings rates, high investment rates, low population growth rates as well. 
The living standard of these countries tends more and more closer to the U.S. 
standard. Compare to the Latin American countries, the HPAEs’ achievment 
is very impressive.
The statistical analysis performed in this paper also offers the insights of the 
relationship between per capita GDP growth and other factors - investment 
rate, the degree of openness, manufacturing growth, and the oil crisis. 
Regression results provided more information on detailed quantitical level. It 
is conducted that high savings made high investment possible; the 
manufacturing growth assured exports grow fast; the application of advanced 
technology and better educated work force guranteed the productivity growth. 
Free trade was a considerable factor in the HPAEs high growth. The oil crisis 
did negatively affect world economy.
The results of this study are consistent with previouse studies. However, it 
addressed the economic growth issue from different levels and angles.
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I. INTRODUCTION
Economic growth has been slowing down in all industrialized countries for the past 
two decades. The potential rate of growth in these countries is now only half of what it 
was in the 1960s. Lower savings suggest continued low economic growth in the future. If 
these trends persist, standards of living will improve only marginally1. This fact has caused 
many worries about the future of developed economies.
However, in the same two decades, some Asian economies have had outstanding 
growth performance. These countries are Japan; the “four tigers”—Hong Kong, the 
Republic of Korea, Singapore, and Taiwan; and the three newly industrializing economies 
(NIEs) of Southeast Asia - Indonesia, Malaysia, and Thailand. These eight high- 
performing Asian economies (HPAEs) have attracted the attention of many economists 
recently.
Table 1: Average Annual GDP Per Capita Growth (%) for Selected Countries
Area 1965-1992




Regional average rates are not weighted; Latin countries includes Argentina, Bolivia, 
Chile, Colombia, Mexico and Venezuela; Developed Countries includes France 
Italy, and United Kingdom; HPAEs includes Japan, Hong Kong, Indonesia,
Republic Korea, Malaysia, Philippines, Singapore, Taiwan, and Thailand
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Latin countries’ economic growth rates are far behind those of developing East 
Asian countries. Between 1965 and 1992, the average annual percent growth rate was 
5.62 for the HPAEs and 1.6 for seven Latin countries (see Table 1).
The HPAEs’ impressive economic performance is called the East Asian Miracle. 
Is it a real miracle, or just the result of many correct public policies? What are the roots of 
its success? How can we explain the characteristics of the HPAEs’ high growth? Is there 
any thing that can be learned by other developing countries? This paper uses the World 
Bank study East-Asian Miracle and World Bank’s data Stars to answer these questions. 
Eight HPAEs, seven Latin American countries, and three developed countries were 
chosen in this study.
The next section reviews productivity growth theory, which tells that the 
accumulation of physical and human capital, a well educated work force (labor), and 
technology contribute to total production growth. In developing countries, the 
accumulation of capital is most important to higher growth. In developed economies, 
technological progress plays a more important role. The third section describes these 
economies by looking at different indicators in different periods. The fourth section 
discusses the characteristics of HPAEs’ growth and the roots of their success. The last 
section concludes that there is no single unique model which can be followed to achieve 
successful economic growth, (jetting the fundamentals right and having effective 
government intervention are the basic combination for improving economic performance.
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II. GROW TH THEORY
Many studies have been developed to answer the question why Countries faced with 
different growth performances. This section discusses the existing explanations and a deeper theory
approach.
A> Existing explanations
Why could some East Asian countries have such good economic performance? 
David Lim2 has summarized existing explanations into four arguments. The first one is 
that the HPAEs do not have abundant natural resources and therefore do not have to 
contend with the debilitating Dutch disease. The second explanation is that Taiwan and 
South Korea were lucky enough to receive massive foreign aid from the United States and 
other friendly, rich anti-Communist countries, and this must have helped to increase 
investment and economic growth. The third explanation holds that the HPAEs, where the 
Chinese influence is significant, have done well because of their common Confucian 
heritage which gives them a labor force that is hard-working, loyal, thrifty, and that values 
education, which gives them a huge advantage over other countries. The fourth is that 
countries which allow their governments and markets to work together to produce 
international competitiveness will grow much faster than those which persist with 
confrontation and the belief that they can operate outside the international economic 
system. In other words, countries which pursue a more market-friendly and internationally 
competitive approach to development will grow faster.
3
David Lim criticizes the first three explanations as having no significant evidence 
to support themselves. He states that resource-poor countries have fewer policy options 
than resource-rich ones; also, the HPAEs do have booming manufacturing export sectors 
but do not suffer from Dutch disease in the way that Ghana, Nigeria, Venezuela, Mexico 
and other resource-rich countries did. About the second explanation, Lim said that there is 
no guarantee that foreign aid will be used to fight inflation, through detailed case studies 
of South Korea and Taiwan show that the aid was used mainly to control inflation, which 
helped significantly to produce the economic and political stability that are essential and 
lead to economic growth. Moreover, there are many theoretical and empirical literature to 
show that foreign aid can reduce domestic savings and economic growth. Lim argues that 
Confucian values is not a particularly convincing hypothesis. Probably the workers in 
HPAEs work hard because they get paid well, remain loyal because they are treated fairly, 
value education because of the mobility it gives them, and save substantially because of 
high real interest rates.
Lim believes that the fourth explanation is acceptable and correctly introduced 
two phrases: market-friendly and internationally competitive. “Market-friendly” describes 
an approach where the government and the market each have an important role to play but 
“if markets can work well and are allowed to, there can be a substantial economic gain. If 
markets fail, and governments intervene cautiously and judiciously in response, there is a 
further gain. But if the two are brought together, the evidence suggests that the whole is 
greater than the sum. When markets and governments have worked in harness, the results 
have been spectacular, but when they have worked in opposition, the results have been
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disastrous.”3 The second phrase, “internationally competitive,” refers to the need for 
market-govemment cooperation to produce goods and services at internationally 
competitive prices. For example, it is generally accepted that countries cannot produce 
manufactured goods successfully without some form of protection to begin with. 
Governments usually provide this protection. “The trick, of course, is to make the 
protection transparent and io reduce the level of production as the industries move from 
infancy to adolescence and pick up skills and experience as they grow older By the time 
the import-substituting market has been maturated, adulthood would have been reached 
and the industries would be able to compete internationally without any more help. 
Macroeconomic industry and trade policies must be introduced to ensure such a transition 
and to prevent the formation of a system that encourages industries never to grow up and 
to require increasingly more protection as they become increasingly more inefficient.”4
This hypothesis identifies the reason behind better development performances as 
the implementation of policies by the countries themselves. And there is also evidence to 
show that HPAEs provide a more market-friendly and internationally competitive 
approach to development. The other hypotheses can not be agreed with because they 
emphasize the role played by culture, nature, history, chance, or friendly powers, factors 
which are outside the control of the countries themselves. Although they are some factors 
which can be important sometime somewhere, they can not be learned by other countries.
B. Production function approach
Although the market-friendly and internationally competitive hypotheses appears 
to be more acceptable than the others in explaining differences in development
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performance, it does suffer from an important weakness. This is that it is often presented 
at a very aggregate level and with little attempt to identify the sources of output growth, 
the factors behind the sources and the economic policies needed to bring about the factors.
To explain how development performances differ, first we need to take a look at 
the production function, which identifies the sources of output growth and the 
contributions of each of these to measured growth rate of output. The second step is to 
identify the factors responsible for these sources of output growth. The third is to identify 
the economic policies needed to bring about these factors and to ensure their efficient use.
(1). Production function analysis. The output of an economy depends on 
the factors of production available. The general form of this relationship can be written as
Q -  f (R ,K ,L ,T)
where Q is aggregate output; R, K and L are the total supply of land, capital and labor, 
respectively; and T is the level of technology.
Equation (1) can be used to identify three sources of growth. The first is an 
increase in the supply of factors of production. The second is technological progress, 
which increases the productivity of factors of production. The third is increasing return to 
scale, where output rises more than proportionately to the increase in the factors of 
production.
The most popular specific form of equation (1) is the unconstrained Cobb-Douglas 
production function:
Q, = T, K- L> , (2)
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where Q is real output, T is an index of technology or total productivity, K is an index of 
real capital which includes land, and L is an index of labor-time. Changes in technology 
are assumed to be exogenous and independent of changes in factor inputs and do not 
affect the factor intensity of production.
Equation (2) can be written to show the sources of output growth:
rQ=rT + a r K+ firL, (3)
where r0 is the growth rate of output, rT the growth rate of total factor productivity or 
technological progress, rK the growth rate of capital and rL the growth rate of labor. The 
equation simply says that the growth rate of output is equal to the sum of the growth rate 
of total factor productivity, the growth rate of capital weighted by alpha, and the growth 
rate of labor weighted by beta. Increasing returns to scale occur if the sum of alpha and 
beta exceed one. It should be noted that by definition technological progress is part of 
output growth which is due to increases in capital and labor. It can therefore also capture 
errors in measuring the factor inputs.
Equation (3) and other specific forms of the production function have been 
estimated for developed and developing countries in a large number of studies. The results 
of a study by World Bank are shown in Table 2. These results tell us that the most 
important source of output growth in developing countries is increases in capital stock, 
while in developed countries it is technological progress. For the group of developing 
countries, capital’s contribution was 65%. Next came labor, a long way behind at 23%, 
and technological progress further back at 14%. Differently, in developed countries,
growth in output is largely accounted for by the growing efficiency in the use of inputs 
rather than by their accumulation.
(2) & (3): Factors and economic policies behind sources o f output 
growth, Once production function shows that capital accumulation is very important to 
output growth, the next step is to identify the factors that increase the supply of capital. 
Then, step three is to identify the economic policies that bring about the factors 
themselves. At the end of this, it should be possible to see if the different economic 
policies pursued by developing economies can explain the differences in their growth 
performance. The process can be adopted for the role played by increases in labor and 
technological progress as well.
Table 2: Contribution of Capital, Labor, and Technical Progress




Developing countries, 1960-87 65 23 14
Africa 73 28 0
East Asia 57 16 28
Europe, Middle East, and North Africa 58 14 28
Latin America 67 30 0
South Asia 67 20 14
Selected developed Countries, 1960-85 
France 27 -5 78
West Germany 23 -10 87
Japan 36 5 59
United Kingdom 27 -5 78
United State 23 27 50
Source: World Bank, World Development Report, 1991 (New York: Oxford University Press, 1991),
p. 45
a. Supply of Capital
The size of the capital stock is determined by the investment level over a long 
period of time. Supply of capital can be achieved by a higher ratio of investment to GDP 
and more direct foreign investment..
The East Asian economies have been more successful at introducing policies that 
encourage domestic savings and direct foreign investment. They pursue more responsible 
fiscal policies by keeping a tighter rein over the government budget. Their monetary 
policies keep the inflation rate low and the real interest rate high. They resort to foreign 
borrowing but do so judiciously. Their effective family planning programs lower their 
population growth rates, and they are rewarded for it.
b. Supply of Labor
Rapid population growth does not always mean greater labor input. In most cases, 
it has a negative influence on output, because of the reduced quality of labor. Rapid 
population growth diverts scarce resources from education, health and nutrition programs 
to improve the quality of the labor force. The HPAEs’ rigid lower fertility and the more 
rapid population growth rate of the South Asian countries echoed this argument.
c. Promotion of Technological Progress
Technological advancement shows up either as the discovery of a new type of 
product (a new kind of productive input or a new variety of final good) or as an 
improvement in the quality or productivity of an existing product. These advances require 
purposeful research effort, although the output from the research sector may involve 
random elements. The incentive to commit resources to research requires a reward for
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success. That is, a successful innovator takes a monopoly position and the position lasts 
for a while because of first-mover advantage and possibly formal patent protection.
Advanced technology can be adapted or imitated by followers. The cost of 
imitation for a follower can be smaller than the cost of discovery for a leader because of 
less uncertainty. If the follower country’s environment is not hostile to investment in 
technological adaptation, a follower would grow faster than a leader and thereby tend to 
catch up to the leader.
World Bank study shows that the HPAEs have actively sought foreign technology 
through a variety of mechanisms. All welcomed technology transfers in the form of 
licenses, capital goods imports, and foreign training. Openness to direct foreign investment 
has speeded technology acquisition in Hong Kong, Malaysia, Singapore, and, more 
recently, Indonesia and Thailand. Japan, Korea and Taiwan restricted direct foreign 
investment but offset this disadvantage by aggressively acquiring foreign knowledge 
through licenses and other means.
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III. THE FACTS OF SUCCESSFUL EAST ASIAN
ECONOMIC GROWTH
A. Consistent High Growth o f GDP
For about three decades, the HPAEs’ economic growth has taken the lead. Table 3 
shows the HPAEs’ remarkably consistent high growth rates in the 60s, 70s, 80s, and early 
90s. In the 1980s, Latin American economies had a much lower growth rate than they did 
in the 1970s. What’s more, in four of the seven Latin American economies, per capita 
income actually fell. Growth rates slowed down in three developed economies in the 
1980s. By looking at annual data (appendix 1), it can be seen that other developing 
economies (selected Latin American countries) have grown quickly for several years, 
particularly before the 1980s, but only the HPAEs have sustained high rates for three 
decades. Japan, Hong Kong, the Republic of Korea, Singapore, and Taiwan had achieved 
rapid growth rates in periods from 1965-74 and 1974-92. The other three HPAEs— 
Indonesia, Malaysia, and Thailand—all show accelerating growth, with higher growth rates 
in the period from 1974 to 1992 than in that from 1965 to 74.
B. The Effects o f the 1974 Oil Crisis
The 1974 oil crisis had a profound on the world economy. Even today, part of the 
reason why the economic growth of industrialized countries is slowing down is still 
considered to be the effects of the oil crisis. However, not only have the economies of 
developed countries been hurt by the oil crisis, but other economies have been hurt as
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well. Table 4 shows the influence of the oil crisis on selected economies, Latin American 
countries, three developed economies, and the HPAEs. Obviously, since 1974, economic 
growth has been slowing down. The oil crisis negatively affected most of the 18 
economies, except for Chile, Indonesia and Thailand. Among the countries in which 
growth slowed down, Singapore and Japan had the sharpest decreases.
Table 3: Average GDP Growth by Time Period
1965-92 1965-69 1970-79 1980-89 1990-92
ARGENTINA 1.27 3.16 1.07 - 1.13 6.77
BOLIVIA 0.70 3.97 2.47 -3.02 1.77
BRAZIL 3.25 3.63 6.01 1.07 0.71
CHILE 1.37 2.28 0.91 0.17 5.36
COLOMBIA 2.28 1.95 3.71 1.07 2.13
MEXICO 1.77 3.43 3.32 -0.54 1.51
VENEZUELA 0.59 1.14 2.31 -2.27 3.47
Averaae 1.60 2.80 2.83 -0.66 3.10
FRANCE 2.46 4.75 3.10 1.22 0.59
ITALY 3.34 4.74 3.68 2.64 2.27
UNITED KINGDOM 2.01 1.92 2.46 2.36 -0.50
Averaae 2.60 3.80 3.08 2.07 0.79
HONG KONG 6.32 6.48 6.25 6.80 4.65
INDONESIA 4.81 1.99 5.83 5.25 4.59
JAPAN 4.80 10.10 4.01 3.36 3.44
KOREA 7.03 8.73 7.29 5.95 6.86
MALAYSIA 4.45 2.39 5.95 3.23 6.95
SINGAPORE 6.38 7.99 7.36 5.17 4.47
TAIWAN 6.66 6.92 7.95 5.37 6.24
THAILAND 4.47 4.80 3.91 4.05 7.20
Average 5.61 6.18 6.07 4.90 5.55
Source: World Bank "Stars"
Note: Group averages are not weighted
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C Increased Life Expectancy
Life expectancy at birth is an indicator that tells the story of economic 
development by improved living conditions, including more education opportunities, better 
health care services and higher income.
From 1965 to 1992, life expectancy at birth increased in all economies selected in 
this study (Table 5). Among them, Indonesia had the best record with 18 years of increase. 
Except for Chile, the ranks of all Latin countries decreased by 1992. Meanwhile, four out 
of eight HPAEs had higher ranks in 1992, two remained the same, and two declined
Table 4: Effect of Oil Crisis on Average Annual GDP per Capita Growth Rates
1965-1974 1975-1992
Changes Between 
before and after 1974
ARGENTINA 2.75 0.63 -2.12
BOLIVIA 3.35 -0.94 -4.29
BRAZIL 6.35 1.25 -5.10
CHILE 1.35 1.43 0.08
COLUMBIA 3.35 1.59 -1.76
MEXICO 3.44 0.86 -2.58
VENEZUELA 2.08 -0.50 -2.57
FRANCE 4.34 1.27 -3.07
ITALY 4.31 2.56 -1.75
UNITED KINGDOM 2.22 1.83 -0.38
HONG KONG 6.19 6.05 -0.14
INDONESIA 3.64 5.65 2.01
JAPAN 7.21 3.45 -3.76
KOREA 8.18 6.28 -1.89
MALAYSIA 4.86 4.07 -0.79
SINGAPORE 8.65 5.14 -3.51
TAIWAN 7.64 5.86 -1.78
THAILAND 3.42 4.99 1.57
Source: World Bank "STARS"
Note: Group averages are not weighted
13
D. Convergence Trends
According to the neoclassical growth model, the long-run per capita growth rate 
depends entirely on the exogenous rate of technological progress. In the short run, the 
growth rate depends inversely on the gap between economies’ per capita product or 
income. Economy grows faster the lower its initial income is. Chart 1 shows the 
convergence of HPAEs to developed economies, with the US as standard(see 
Appendix).
Table 5: Life Expectancy at Birth, Total
1965 1991 65-91 1965
Rank
1991
ARGENTINA 65.80 71.40 5.60 6 8
BOLIVIA 44.40 60.40 16.00 16 18
BRAZIL 57.10 66.60 9.50 12 14
CHILE 59.60 72.10 12.50 9 7
COLUMBIA 59.20 69.00 9.80 10 13
MEXICO 59.60 70.00 10.40 9 12
VENEZUELA 62.60 70.30 7.70 8 10
FRANCE 71.30 77.10 5.80 1 4
ITALY 70.40 77.70 7.30 3 3
UNITED KINGDOM 71.10 75.80 4.70 2 5
HONG KONG 67.70 77.90 10.20 5 2
INDONESIA 44.10 62.40 18.30 17 17
JAPAN 70.30 79.00 8.70 4 1
KOREA 56.70 70.50 13.80 15 9
MALAYSIA 57.90 70.20 12.30 11 11
SINGAPORE 55.50 64.70 9.20 14 16
TAIWAN 65.70 74.50 8.80 7 6
THAILAND 55.60 66.20 10.60 13
Source: World Bank "STARS"
It is found that the four tigers have higher convergent rates than the three newly 
industrialized economies (NIEs), and the gap between the U.S. and the NIEs has not been 
clearly eliminated. However, compare to Latin American countries’ economic
development, we can tell how stable the HPAEs are and how well they performed 
economies, ( Chart 2, Appendix II)
E. Population Changes
Table 6 shows the population changes for all selected countries over a period of 28 
years. Thirteen of eighteen economies had reduced population growth rates, with four 
exceptions. In postwar period all economies experienced declines in birth and death rates. 
The sharpest declines in birth rates happened in East Asian, 40-50 percent during 1965 - 
1980s . And as a result, the rates of population growth declined. For example, in Hong
Table 6: Population Growth Rates (Annual Average, %)
1965-69 1970-89 1980-89 1990-92
HONG KONG 1.76 2.48 1.45 0.70
INDONESIA 2.52 2.12 2.27 2.21
JAPAN 1.02 1.20 0.59 0.27
REPUBLIC KOREA 2.72 1.76 1.24 1.01
MALAYSIA 2.50 2.77 2.65 2.61
SINGAPORE 1.93 1.55 1.09 2.09
TAIWAN 3.22 1.92 NA NA
THAILAND 3.15 2.76 1.82 1.55
FRANCE 0.76 0.64 0.47 0.71
ITALY 0.62 0.55 0.21 -0.40
UNITED KINGDOM 0.50 0.11 0.23 0.41
ARGENTINA 1.32 1.74 1.39 1.24
BOLIVIA 1.25 1.83 2.81 2.88
BRAZIL 2.70 2.56 2.40 2.00
CHILE 1.97 1.80 1.69 1.52
COLOMBIA 2.67 2.42 2.24 1.77
MEXICO 3.45 3.28 2.27 1.93
VENEZUELA 3.36 3.94 2.62 2.41
Source: World Bank “Stars”
Kong it fell from 2.48 percent a year in 1970-79 to 1.45 percent in 1980-89; in Japan, it 
fell from 1.2 percent to 0.59 percent; in Korea, it decreased from 2.72 percent in 1965-
15
1969 to 1.24 in 1980-89 We also see that Latin America had declines in fertility and 
reduced population growth rates, though generally not to the levels observed in East Asia.
Declining fertility and rapid economic growth mean that, even when education 
investment as a share of GDP remained constant, more resources were available per child.
F. Investment and Savings as Percent Share o f GDP
As we mentioned in Section 2, accumulation of capital is an important source of 
output growth, especially for developing economies.
Table l l  Average Domestic Investment as Percent Share of GDP
1965-69 1970-79 1980-89 1990-92
HONG KONG 23.92 26.30 29.00 28.41
INDONESIA NA 21.81 29.07 35.33
JAPAN 34.81 34.43 29.61 32.02
REPUBLIC KOREA 22.98 27.34 29.94 NA
MALAYSIA 19.45 25.48 30.60 34.08
SINGAPORE 23.93 40.49 42.80 39.63
THAILAND 23.31 25.78 29.44 41.18
averaae 24.73 28.80 31.49 35.11
FRANCE 26.27 25.48 20.93 21.10
ITALY 23.87 25.84 22.71 20.26
UNITED KINGDOM 19.85 19.94 17.56 16.86
USA 19.81 19.82 19.45 15.94
averaae 22.45 22.77 20.16 18.54
ARGENTINA 21.65 25.97 19.89 15.12
BOLIVIA 22.72 26.45 11.17 14.09
BRAZIL 19.62 22.92 20.80 19.28
CHILE 19.10 18.03 19.28 23.53
COLOMBIA 18.06 18.72 19.80 17.64
MEXICO 19.97 21.29 21.87 22.63
VENEZUELA 26.28 34.47 21.29 17.28
average 21.06 23.98 19.16 18.51
Sources: World Bank “Stars”
Note: Group averages are not weighted
16
Economists traditionally have viewed investment as one of the driving forces of 
economic growth. Table 7 shows the average investment as percent share of GDP for 
HPAEs and other selected countries. In every period of time, the HPAEs have always had 
the highest investment rates. There was little difference from other selected economies in 
the late 1960s, but a big gap in the early 1990s. In the period from 1965 to 1969, the 
HPAEs5 average investment level was slightly higher than that for Latin American and 
developed economies. In the early 1990s, the investment rates in the HPAEs were almost 
double those in the other two groups. Over time, the HPAEs were the only group of the 
three which had increased investment share as percentage of GDP.
Table 8: Annual Savings as Percent Share of GDP










































































































Source: World Bank "STARS"
Note: Group averages are not weighted
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In a closed economy, savings is the only source of investment. But in an open 
economy, investment can be financed by borrowing from abroad as well, in other words, 
with foreigner's savings. Even so, investment rates will be pulled down by inadequate 
domestic savings, because foreign liabilities must eventually be repaid from domestic 
savings.
In the late 1960s, savings rates for HPAEs were almost the same as Latin 
economies (Table 8), and a little lower than those of developed economies. Since the 
1970s, HPAEs’ savings rates have been greater than those of Latin American and other 
selected economies. During the early 1990s, HPAEs’ average savings rates were nearly 
double the average of Latin American economies, and substantially exceeded the rates for 
developed economies. From the late 1960s to the early 1990s, HPAEs consistently 
increased their rates of savings, while the saving rates in Latin American developing 
economies and developed economies fell. Undoubtedly, higher savings made it possible for 
higher investment, which is the supply factor of a primary source of production growth— 
accumulation of capital.
The World Bank study points out that although the HPAEs’ investment levels were in the 
top quartile of low- and middle-income economies during the period of 1960-85, this is not 
remarkable, because investment generally rises with incomes. What is remarkable is their high 
share of private investment. During the period from 1970 to 1980, private investment was about 7 
percentage points higher in the HPAEs than in other middle-income economies. It shrank sharply 
between 1984 and 1986, reflecting the global recession, then recovered by 1988. It’s a different
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story with respect to public investment. In the 1970s overall levels of public investment did not 
differ markedly between the HPAEs and other developing economies; during that decade public 
investment rates in all economies rose from about 7 to 10 percent. But during the 1980s the 
HPAEs and other developing economies diverged. In other economies, the fiscal contraction of 
macroeconomic adjustment was reflected in lower public investment rates. However, in the 
HPAEs public investment shares actually rose between 1979 and 1982 and remained at a level 
nearly 4 percentage points above their 1970s average. Only after 1986 did they begin to decline 
toward historical levels. That means that, unlike elsewhere, public investment in the period from 
1980 to 1987 in the HPAEs was countercyclical to the reduction in private investment.6
G. Empirical study
1. Correlation Analysis
By using World Bank data Stars, a correlation analysis is addressed.
a. Data
World Bank data Stars is used in this analysis.
b. Countries
Seven Latin countries—Argentina, Bolivia, Brazil, Chile, Columbia, Mexico and 
Venezuela— and eight East Asian economies, the HPAEs, with 28 years annual data 
(1965-1992), are chosen in this analysis. Countries’ sizes are not weighted here.
c. Variables
RGDP: GDP per capita growth rate, annual average, %
INVEST: Gross domestic investment, cur. US$
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SAVINGS: Gross domestic savings, cur. US$
POPU: Population
AGRI: Agriculture, value added, cur. US$
MANU: Manufacturing, value added, cur. US$
IMPORT: Import of goods & NF services, cur. US$
EXPORT: Export of goods & NF services, cur. US$
RINV: Investment growth rate, annual 
RSAV: Saving growth rate, annual 
RAGR: Annual growth rate of agriculture 
RMAN: Annual growth rate of manufacturing 
RPOP: Population growth rate, annual 
RIMP: Annual growth rate of imports 
REXPORT: Annual growth rate of exports
d. The results
The results of correlation analysis are shown in Appendix V.
These correlation coefficients show the strong relationship between RGDP and 
RINV, RINV and RSAV, RAGR and RINV, RMAN and RINV, RMAN and RSAV, 
RIMP and RINV, REXP and RSAV, RMAN and REXP, SAVINGS and INVEST, 
IMPORT and INVEST, EXPORT and INVEST, EXPORT and SAVINGS, IMPORT and 
SAVINGS, IMPORT and EXPORT, AGRI and INVEST, AGRI and SAVINGS, AGRI 
and POPU, AGRI and IMPORT, and AGRI and EXPORT. All these relationships are 
positive, mean high investment growth rate comes with high economic growth rate, and so
on. Population growth rates do have negative relationship with most variables here, but 
the relationships are not strong enough (coefficient<0.5).
2. Regression Analysis
a. Data Sources:
Same to correlation analysis.
b. The Model:
RGDP = bl + b2(RINV)+b3 (OPEN)+b4(RAGR)+b 5 (RMAN)+b6(D)
GDP growth rate (RGDP) is the object of this analysis and the dependent variable. The 
understanding of the relationship between GDP growth rates and other factors 
(independent variables) which are chosen in this model is based on the productivity growth 
theory(production focuntion) and previouse studies. What production function tells is that 
labor, capital, and technology contribute to production growth. The factors behind labor, 
capital and technology are higher investment, either in human capital (education, job 
training program) or in physical capital, better educated labor force and implemention of 
advanced technology. Investment itself as an important factor of GDP growth has been 
proved by previouse studies. Many other studies also show that export push is a primary 
key in HPAE’s success. The growth of manufacturing industry made it possible for these 
economies to dominate international export market of fabic, electric applications, 
automobiles and computers. Meanwhile, the HPAEs did not use stric import protection 
but enjoyed free trade. That is the reason why the growth of manufacturing(RMAN) and 
openness(OPEN) are choosen as a independent varible in this model. World Bank study 
The East Asian Mircal considered that the prodctivity growth of agriculture is part of the
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picture of success. To identify its role in GDP growth, the growth rate of 
agriculture(RAGI) is chossen as an independent varible. Obversly the Oil crisis in 1976 
had hurt worldwide economy growth. To what degree it affected world economy, a 
dummy varible in this study is taken.
Saving is an approved sources of GDP growth by making higher investment 
avilable. Because we know that investment and savings, investment rate and savings rate 
are correlated, it is inapproprite to use both varibles in one regression model.
At this point, the factors which were found related to GDP growth have been taken 
into account.
The description of these variable are listed below.
c. Variables:
RGDP: per capita GDP growth rate, annual average, %
RINV: Annual percent change of investment 
RAGR: Annual percent change of agriculture 
RMAN: Annual percent change of manufacturing 
OPEN: Openness, calculated by (export+import)/ GDP
D: Dummy variable, years before 1974, D equal to 1, years after 1975, D equal to 0.
d. The Result.
Statistic software SAS has been used to run regression analysis. All selected 
countries with 28 years annual data are analyzed together without considering the 
difference among countries. Total 378 observations are used in this analysis. The 




(3.8) (7 96) (2.664) (-1.461) (3.641) (1.86)
* * *  *  *  *  * * *  *
Adjust R-square =0.3643
where *::!* means statistically significant at 0.01 level, * at 0 1 level.
The results present that the increases in investment rate growth, in openness 
growth, and in manufacturing growth increase per capita GDP growth rate statistically 
significant. Every 1% increase in per capita GDP growth was due to 8.78% increase in 
investment grwoth, or 0.003 increase of opennes, or 3.6% increase in manufacturing 
growth in the HPAEs. Per capita GDP before 1974 are significant higher than after 1974. 
All significant parameters have expected signs, while the percent change of agriculture 
shows negative effect on per capita GDP growth, but not statistically significant. The 
adjust R-square is good for a cross countries study without controlling the differences 
among them.
These results approve the importance of investment, openness and manufacturing 
sector in output growth. It also reflects how the Oil Crisis affected world economic 
performances.
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IV. THE ROOTS OF SUCCESS
From 1965 to 1990 the twenty-three economies of East Asia grew faster than 
those of all other regions of the world. Since 1960, the HPAEs have grown more than 
twice as fast as the rest of East Asia, roughly three times as fast as Latin America and 
South Asia, and twenty-five times faster than Sub-Saharan Africa.7 Between 1960 and 
1985, real income per capita increased more than four times in Japan and the four Tigers 
and more than doubled in the Southeast Asian NIEs. No matter how it is measured, the 
growth performance of East Asia stands out.
A. The characteristics o f success.
Japan; the Four Tigers—Hong Kong, The Republic of Korea, Singapore, and 
Taiwan - and the three newly industrializing economies (NIEs) of Southeast Asia— 
Indonesia, Malaysia, and Thailand - share other characteristics that set them apart from 
other developing economies. World Bank Study summerized these characteristics as:
•  higher rates o f growth o f manufactured exports, with their share o f  world exports o f  
manufactures increasing from 9 percent in 1965 to 21 percent in 1990;
•  earlier and steeper declines in fertility;
• more rapid output and productivity growth in agriculture;
• higher growth rates o f physical capital, exceeding 20 percent o f  GDP on average 
between 1960 and 1990, supported by higher rates o f domestic savings;
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•  higher initial level and growth rates o f human capital; and
• generally higher rates o f productivity growth.8
B. The Roots o f  Success
What caused East Asia’s success? The World Bank study states that the HPAEs 
achieved high growth by getting the basics right. Private domestic investment and rapidly 
growing human capital were the principal engines of growth. High levels of domestic 
savings made high levels in investment possible. Agriculture experienced rapid growth and 
productivity improvement. Population growth rate declined more rapidly in the HPAEs 
than in other parts of the developing world. Better educated labor forces and more 
effective systems of public administration also contributed to high growth.
However, behind all these reasons, East Asia’s achievement was based on getting 
economic policy fundamentals right. In HPAEs, macroeconomic performance was 
unusually stable, providing the necessary framework for private investment. Policies to 
increase the integrity of banking systems and make them more accessible to nontraditional 
savers increased the levels of financial savings. Education policies that focused on primary 
and secondary education generated rapid increases in labor force skills. Agricultural 
policies stressed productivity change and did not tax the rural economy excessively. All 
the HPAEs kept price distortions within reasonable bounds and were open to foreign ideas 
and technology.
But these economic fundamentals do not tell the entire story. The HPAEs 
engaged in some form of policy interventions - in the forms of mild repression of interest 
rates, directed credit, selective industrial promotion, and trade policies - that pushed
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manufactured exports. The success story of East Asia tells the role of a combination of 
fundamental and intervention policies to (a) accumulate physical and human capital; (b) 
allocate this capital to highly productive investment; and (c) acquire and master 
technology and achieve rapid productivity growth.
a: Accumulating Capital
The HPAEs accumulated both human and physical capital much more rapidly and 
consistently than other economies.
1. Building human capital
As early as the 1960s, educational levels in the HPAEs were already higher than in 
other low- and middle-income regions. Educational investments were first provided to 
universalize primary education, and later to increase the availability of secondary 
education. The limited public funding for postsecondary education was used primarily for 
science and technological education, while university education in the humanities and 
social sciences was handled through the private system. Rapid fertility declines and 
economic growth meant that more resources per school-age child were available. High- 
quality labor has aided industrial flexibility, increased economic efficiency, and promoted 
greater equity.
2. Increasing savings and investment
The HPAEs increased savings, first, by ensuring generally positive real interest 
rates on deposits—avoiding inflation (for most of its recent history, East Asia has managed 
to keep inflation in single digits) - and second, by creating secure bank-based financial
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systems through strong prudential regulation, good supervision, and institutional reforms. 
For example, in Japan and Taiwan, postal saving systems attract small savers, with their 
greater security and lower transaction costs. In Malaysia and Singapore, governments 
guaranteed high minimum private savings rates through mandatory provident fund 
contributions. Japan, Korea, and Taiwan all imposed stringent controls and high interest 
rates on loans for consumer items as well as stiff taxes on so-called luxury consumption. 
These are all the interventionist mechanisms used in the HPAEs to increase savings. And, 
savings generated high payoffs based on consistently high rates of return to investment.
The HPAEs encouraged investment mainly by three means. First, they did better 
jobs than most developing economies of creating infrastructures complementary to private 
investment. Second, they created an investment-friendly environment through a 
combination of tax policies and measures that kept the relative prices of capital goods low, 
largely by maintaining low tariffs on imported capital goods. These fundamental policies 
had an important impact on private investment. Third, most of these economies kept 
deposit and lending rates below market-clearing levels, a practice known as financial 
repression. This made the interest rates both more stable and positive in real teams.
b. Allocating capital
The HPAEs used a combination of market mechanisms and government 
intervention to guide human and physical capital allocation decisions.
In the labor market, governments in the HPAEs have focused on generating jobs 
instead of responding to the labor unions’ demands to legislate a minimum wage. As a
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result, employment levels have risen first, followed by market- and productivity-driven 
increase in wage levels.
In the capital market, each of the HPAEs made some attempts to direct credit to 
certain activities. For example, all except Hong Kong gave automatic access to credit for 
exporters. In Singapore and Hong Kong, housing was a priority. Taiwan has recently 
targeted technological development. Japan and Korea have used credit as a tool to 
promote the shipbuilding, chemical, and automobile industries at different time periods. 
Agriculture and small and medium-size enterprises were target sectors in Malaysia, 
Indonesia, and Thailand.
The direction of credit has been very important as a signaling and insurance 
mechanism. The HPAEs did their best in the process of target sectors selecting and the 
performance-based monitoring.
c. Promoting productivity
The strategies that the HPAEs have used for increasing productivity growth 
include absorbing foreign technology, diversing industrial policies, and applying export 
push.
1. Foreign technology
New technology is an important driving power for promoting productivity growth. 
The HPAEs have effectively absorbed foreign technology into their own production 
process. All welcomed technology transfers in the form of licenses, capital goods import, 
and foreign training.
2. Diverse industrial policies
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The HPAEsf industrial policies have captured the imagination of development 
observers, seen by some as the major reason for East Asia’s success and by others as an 
obstacle to growth. Most HPAEs’ governments have pursued sector-specific industrial 
policies to some degree. For example, Japan had policies to promote heavy industry in the 
1950s. These policies include import protection as well as subsidies for capital and other 
imported inputs. Malaysia, Singapore, Taiwan, and even Hong Kong also established 
programs to accelerate the development of advanced industries. Most interventions had 
international competitiveness as the ultimate aim for the targeted industries. Based on 
export development, governments did not merely provide protection for a local 
industry(as was the case in many countries outside the region) but supported many kinds 
of industries to help them achieve export competitiveness.
3. Export push
During the 1960s and 1970s, several East Asian economies exhibited moderate 
import protection. The effective protection rate for manufacturing was nearly 30 percent 
in Korea, 50 percent in Thailand, and 70 percent in Indonesia. Although significant import 
protection existed well into the 1980s, offsetting policies managed to ensure that import 
protection did not produce the antiexport bias that was so common elsewhere. This 
distinction can be traced to the region’s general unwillingness to allow the exchange rate 
to become overvalued and the fact that exporters were given access to offsetting 
incentives (for example, duty exemption, free access to foreign exchange, and free trade 
zones) that favored exports. Because governments were credibly committed to the export
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push strategy, producers, even those in the protected domestic market, knew that sooner 
later their time to export would come.
There was also effective institutional support for considerable labor market 
flexibility. Wage-determination policies differ among these Asian countries. The Hong 
Kong government does not intervene directly in labor markets; wages are kept low by 
regulating immigration from mainland china. In the early 1980s Singapore adopted a high- 
wage policy that aimed to attract large numbers of skilled professionals. After the 1985 
recession wage costs began to expand faster than productivity growth, and so the 
government introduced a more flexible wage-structure linked through negotiation to 
overall economic conditions. In early 1992, wage movements in Malaysia were similarly 
linked to company performance and labor productivity, but implementation is being 
postponed.
Foreign direct investment was welcomed in these HPAEs. In 1991, Malaysia, 
Thailand, and Indonesia were the third, fifth, and seventh largest recipients respectively of 
foreign direct investment among developing countries. In Malaysia, for instance, many 
multinationals in electronics invested in the country in response to active government 
encouragement and today Malaysia is developing world’s largest exporter of 
semiconductors. Singapore’s public policy was fashioned in large measure to attract 
multinationals, as foreign direct investment was the backbone of its development strategy.
Manufactured export growth provided a powerful mechanism for technological 
upgrading. Because world market for technology are imperfect, firms that export have 
greater access to technology than those that produce import substitutes or nontraded
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goods. Export can confer benefits to the enterprise and spillovers to the rest o f the 
economy that are not reflected in market prices. These information-related spillover effects 
are an important source of rapid total factor productivity growth.
V. CONCLUSION: WHAT CAN BE LEARNED
FROM THE EAST ASIAN SUCCESS
The HPAEs’ successful economic growth in the past three decades is remarkble. 
What can other countries learn from their success? This and previous studies found that 
the HPAEs have experienced high investment rates, high savings rates, declining fertility 
rates decreased population growth rates, and stable, high production growth rates.
Economic growth theories suggest that the sources of output growth are physical 
and human capital, land, and labor. Behind these sources are factors like investment in 
capital, investment in education and job training programs, savings which make investment 
possible, advanced technology which can raise the productivity, and lower population 
growth which assures the population has a chance to get a better education with it, 
therefore can lead to a higher quality labor force.
Correlation analysis performed in this study shows that per capita GDP growth is 
associated with rates of investment, savings, population growth, export and import,
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agriculture, and manufacturing. This evidence provided a  base f o r  regression analysis. 
According to the correlation analysis, dependent and independent variables are picked in 
the regression analysis model.
Regression analysis found that higher investment rate (the percent share o f GDP), 
higher manufacturing growth, and higher openness contributed to higher per capita GDP 
growth rate. The oil crisis in 1974 had a negative impact on the GDP growth rate. 
Strategies to promote exports and to adapt and improve the technology available in 
industrial countries have generally been the most successful approaches used by the 
HPAEs.
The results of this study are consistant with previouse studies and with the 
economic growth theories.
Although we have known how well the HPAEs’ economic growth performed and 
what the factors are related to their success, we cannot say that other countries can 
achieve the same success by simply following their path. The reason is easy to see. 
Economic policies are very important in guiding a country’s economic growth. The 
HPAEs have a record of maintaining political and economic stability and pursuing long­
term economic goals. However, countries are different from one another. There is a 
diversity of experience, variety of institutions and a great variation in political policies. 
Their culture and their level o f economic development are all different. These HPAEs did 
use different practices to get the similar success, and the same polices often ended up 
differently.
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Although there is no simply model that can be copied by other countries, some 
important principles could always be considered to improve economic performance. 




1 George A. Kahn, Symposium Summary
2 David Lim, Explaining the growth performances o f Asian developing economies
3 World Bank, world development report, 1991 (New York: Oxford University Press, 
1991), P. 2.
4 David Lim, Explaining the growth performances o f Asian developing economies, 
Economic development & Cultural Change, 07/94, P. 832
3 World Bank, The East Asian Miracle, Oxford University Press, 1993; P 39
6 World Bank, The East Asian Miracle, Oxford University Press, 1993: P.44
7 World Bank, The East Asian Miracle, Oxford University Press, 1993, P. 2
8 World Bank, The East Asian Miracle, Oxford University Press, 1993, P. 27
34
BIBLIOGRAPHY
World Bank, The East Asian Miracle, Oxford University Press, 1993
Federal Reserve Bank of Kansas City, Policies for Long-Run Economic Growth. Jackson 
Hole, Wyoming, August 27-29, 1992
David Lim, Explaining the Growth Performances of Asian Developing Economies. 
Economic Development & Cultural Change, 07/1994
 , Asian Values. Economist, 5/28, 1994
John V. Rindlaub, Growth and Opportunity in East and South Asia. Vital Speech of the 
Day, 10/01, 94
Jonathan Sikes, Big Numbers. Little Worries. Asian Business, 09/1994
David Connor, See How They Grow. Banker, 05/94
 , Emerging-Market Indicators: Asian Inflation. Economist, 04/08, 1995
Gordon L. Clark, The End of an Era: Asian NIEs in the Global Economy. Growth & 
Change, 23/1994
Asiamoney’ Editorial Team, Asia’s Golden age of Growth. Asia Money &
Finance, Now Asiamoney, 11/1994
 , Regional Funds Ride the Bulls. Asian Business, 01/1994
 , Enough is Enough, Barron’s, 5/30, 1994
John Page, The East Asian Miracle: Building a Basis for Growth, Finance & 
Development, 03/1994
Danny M. Leipziger and Vinod Thomas, Roots of East Asia’s Success. Finance and 
Development, 03/1994
 , Singapore: Not Another Boom, Economist, 6/18, 1994
35
U.S. Department of Labor Report, B e st-in-the-W orld Practices. Training & 
Development, 06/1994
Michael R. Krenek, Wright Kilien & Co. Houston, Latin America Second Only to Asia in 
Petrochemical Prospects. Oil & Gas Journal, 4/17, 1994
Kelly A. George and Lori L. Taylor, the Role of Merchandise Exports to Mexico in the 
Pattern of Texas Employment. Economic Review. 24/1995
 , Not Too Hot. Not Too Cold. But Just Right. Business Week, 12/26, 1994
 , Latin American Growth. Economist, 2/18, 1995




1. World Bank, The East Asian Miracle, Oxford University Press, 1993; pp 1-59.
2. Federal Reserve Bank of Kansas City, Policies fo r  Long-Run Economic Growth, 
Jackson Hole, Wyoming, August 27-29,1992; pp 199-216
3. David Lim, Explaining the Growth Performances o f Asian Developing Economies, 
Economic Development & Cultural Change, 07/1994; pp 829-843.
4. John Page, The East Asian Miracle: Building a Basis fo r Growth, Finance & 
Development, 03/1994; pp 2-5.
5. Danny M. Leipziger and Vinod Thomas, Roots o f East A sia’s Success, Finance and 
Development, 03/1994; pp 1-9.
6. Anne Richards, Hong Kong, Singapore, Malaysia and the Fruits o f Free Trade, OECD 


















































































































































































































































CHART1. GNP RATIO FOR SELECTED ASIAN ECONOMIES TO THE U.S.
1965 -1992
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CHART 2. GNP RATIO FOR SELECTED LATIN COUNTRIES TO THE U.S.,
1965 - 1992
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